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TO COUIITY ASSESSORS , 8Uf1T<m w. OVVu. 

UK""". DotK"" 

PHILLIPS PETROLEU'·1 W·'PAi:Y v. COUNTY OF LAKE No . 93/40 
(1 993 ) IS CAL . AP P. 4th 180 

The Firs t Appellate Distric t Court of Appeal recently issuet:1 a decision 
on the sett in g of base year va lues for geothermal 

n . 
r"inera l i nterests, and 

other mi!tters . The decision \~as filed Aprll 1993 . 

Th iS letter 150 a summary of the events lead1ng to the cou r t case . the court's 
n~ciS10n on the county ' s Method of setting base year values for geothermal 
interests . ann the court's decision re l ated to attorneys' fees. ThlS case 
is of partlcu la r interest to assessors and the geothermal ind ustry because 
draf t Rule 473 . Geothermal Properties . is schp.duled for public hearlng 
by the B~)ard. on July 29 . 1993. The Board requested the court to publish 
its decision so the findings could be considered in designlng Rule 473 . 

BACKGROUND 

On Ju ne 30 . 1976. Aminoil acquired, from Signal Oil and Gas Company. the 
rights as lessee for a geothemal lease in The Geysers Geothemal Fie l d. 
At the time of acquisition. the property \~as in the development st:.ge ; 
81 percent of the necessa ry steam wells had been drilled and completed. 

Construction of the power plant began i n the fall of 1977 . The remaining 
well s were drilled and compl et ed. and the fir st delivery of steam to the 
plant began on Ma r ch 6.1980. On October 6. 198(1,. Phi1l1PS Petroleum became 
the successor to the Amino;l lease. 

Th p. dispute between Aminoil/Phillips and lake County concerned the county's 
method of assessing the geothermal mineral interests t:1unng the 1978-80 
d~velopl'"I€nt stage and the county's method of determining the base year 
value for those inte r ests. Ph illips challenged the assessments fo r the 
period 1973 through 1985. 

The county vlewed the ongoing dri 1li n9 of wells dunng the development 
st age as .. ne ..... const ruct i on ." The assessor annually reappralsed the geotherma l 
lnterests . including both the geothermal nghts and the system used to 
recover the geothermal energy. such as wells . we llheads . Dlpe ll nes. and 
the l ike . at market value until the commencement of comrnerCla1 operatlons 
1n 1980 . The county assign ed 1981 as the base year for these lnterests . 

Ph illi ps contended that these interests should have been assigned a base 
value as of the time t hey ..... e re hrst aCQUlred by tvninoll. Philhps also 
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contended that the concept of "new construction tl triggering reappraisal 
under the law is inapplicable to the mine ra l interests themselves and is 
limited to t he physical or tangible components of t he project i ncluding 
the land. imp rovements. and the system used to recover the minerals such 
as pipel ines and wells. 

ISSUES 

The principal issues facing the cou r t were : 

1. Must the interest of a lessee under a geothermal lease having 
proved reserves be assigned a base year value at the time such 
interests were acqui r ed after March 1. 1975? 

2. May such an i nterest be reappraised annually at full market va lue 
as new construction in progress as the facilities to develop the 
resource are const ructed ? 

DECISION 

The appeals court affi nned the judgment of the trial cou r t . finding that: 

1 . The interest of a lessee under a geothennal lease having pr ov ed 
reserves must be assigned a base year value at the time such 
interest s were acquired after March 1. 1975. This decision is 
i nconsistent wi t h portions of proposed Rule 473. Staff believes 
the decis ·ion is based on a misunderstanding of Rule 469. 

2. Such an interest may not be reap p rai sed an nua lly at full market 
value as "new const ruction in progress" as the facilities to develop 
the resource are constructed. This portion of the decision i s 
consistent with the views set forth i n Letter To Assessors 87/100. 
dated Decembe r 15 . 1987 in Question and Answer 11. 

ATTORNEY FEES 

Phillips requested attorney fees based on Sections 538 and 5152 of the 
Revenue and Tax.a tion Code. Briefly. Section 538 provides that if an assessor 
believes a constitutional provision. statute. or regulation is 
unconstitutional or inval id. the assessor shall br ing an action for 
declaratory re lief instead of making the a ssessment he or s he believes 
would be cor rect. Section 5152 provides for attorney fees if the assessor 
does not follow the Section 538 procedures and the cou r t rules i n favor 
of the tax.payer . In Prudential Insurance Company v. City and County of 
San Francisco . (1987) 191 Ca l.App. 3d 1142. the cou r t awarded attorney 
fees because the assessor purposely disregarded Rule 4. 

The court upheld t he trial courtls findings that attorney fees were not 
to be awarded . The court sta t ed : 
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"Sections 5152 and 538 require a cognitive decision on the part of 
the assessor that a particular provision, rule or regulation is 
unconstitutional or invalid either on i ts face or as applied to the 
c ircumstan ces in the case. In such a situation. it is reasonable 
to put the onus on the assessor to test his or her theory by filing 
an action for declaratory relief. On the other hand. when it ;s simply 
a matter of the assessor mis reading or misunderstanding the applicability 
of a provision in general, it is not reasonable to require such action 
or t o award fees. To rule othe rw ise would require an assessor in 
most every instance to either file a declaratory relief action or 
risk liability for attorney fees if an assessment proved erroneous. 
This would place an undue burden on our counties and was certainly 
not intended by the Legislature." 

The court went on to recite that although it (the cou r t) relied on Rule 
468 to reach its deCision, neither Rule 468 nor any othe r regulation addressed 
geothermal interests. and there was no indication in the record that the 
assessor believed Rule 468 was uncon stitut ional or invalid. 

The court addr.essed several other issues. such as the calculation of interest. 
that were specific to the case. The court's findings on those issues were 
not certified for publication. 

As stated earlier in this letter. proposed Rule 473. Geothermal Properties. 
is scheduled for public hearing by the Board on July 29. 1993 . The hearing 
is scheduled to start at 1: 30 p.m. in the Board hearing room at 450 N Street. 
Sacramento . We anticipate the hearing will include discussion of the Phillips 
case, including the effect of the case. if any. on the pr oposed rule . 

Si ncere 1 y. 

~VJ/;;:;, 
Verne Walton. Chi ef 

Assessment Standards Division 
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